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MONEY MARKET IN OCTOBER 


The money market remained easy in October. Short-term 
interest rates continued the decline that began after the middle 
of September, and the decline was accompanied by further 
ptice advances in all maturities of Government bonds. Treas- 
uty bill yields fell from early September levels in the neighbor- 
hood of 2 per cent to about 1% per cent at the close of 
October. Other short-term interest rates fell correspondingly, 
although somewhat less sharply, and by the end of October 
yields of even the longest-term bonds were ¥g to %4 per cent 
lower than in early September. Price advances in the longer- 
term Government securities were held in check during the 
first half of the month by uncertainties concerning the prospec- 
tive new money Treasury financing but were resumed in the 
latter half. 

The decisive change in market atmosphere beginning in 
September reflected in large measure the reactions of the mar- 
ket to a general easing in the availability of bank reserves and 
indications of more limited demands for credit than had 


_ been expected. Bank needs for reserve funds fell considerably 


short of anticipations as the net outflow of currency in Sep- 
tember and October averaged less than two fifths the rate of 
last year, and required reserves declined this year in contrast to 
a substantial rise during these two months in 1952. The 
reduced demand for bank credit appears to be partly attribut- 
able to shifts in the seasonal patterns of commercial, industrial, 
and agricultural loans. The decline of “business” loans in the 
spting of 1953 had fallen short of customary seasonal expecta- 
tions, perhaps reflecting among other influences the impact 
of the Mills plan upon corporate working-capital needs as 
well as greater readiness to borrow because of excess profits 
tax considerations and fears of higher costs or reduced avail- 
ability of credit later in the year. The unusual seasonal pattern 
of borrowing, which contributed to the severe money market 
tightness during the spring, has in turn (in conjunction with 
a general sag in over-all loan volume) exerted an easing influ- 
ence over the past two months. In view of the failure of sea- 
sonal demands for currency and credit to reach the usual pro- 
portions and the ample supply of reserve funds in the banks, 
there were no extensions of Federal Reserve credit through 


purchases of Government securities after the first week of 
October. 

Despite the reduction, on October 1, in yields offered by the 
Treasury on nonmarketable Savings notes, these notes again 
became increasingly attractive as yields on Treasury bills 
declined further. On October 23, the Treasury suspended 
sales of the new Series C Savings notes in order to forestall 
further sales at the initiative of investors in a volume that 
might jeopardize the 275 billion dollar debt limit. The 
Treasury was then able, on October 26, to announce a new 
offering of marketable bonds in the amount of two billion 
dollars which would take up most of the remaining borrowing 
authority allowed by the debt limit. Subscription books were 
open for only one day, on October 28, for the Treasury's offer- 
ing of a seven-year ten-month 234 per cent bond, to be dated 
November 9, 1953 and to mature September 15, 1961. The 
results were not available at the close of the month, but official 
reports indicated that the issue had been heavily oversub- 
scribed. Market response was clearly favorable, despite a 
maturity slightly longer than some market quarters had antici- 
pated and an amount one-half billion dollars greater than many 
investors had expected. Prices of outstanding securities in the 
near-by maturity range adjusted slightly downward in response 
to the Treasury's announcement of its terms for the new issue. 


MEMBER BANK RESERVE POSITIONS 


The substantial ease that had prevailed in the money market 
during the last half of September enabled member banks to 
carry into October free reserves (excess reserves less borrowing 
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from the Reserve Banks) totaling more than 150 million dollars. 
This relatively easy condition was maintained during the first 
statement week of the month, as foreign account transactions 
and a net reduction of Treasury balances at the Reserve Banks 
provided the market with sufficient funds to offset the largest 
part of the customary beginning-of-the-month decline in float 
and increase in currency circulation. The remaining drain of 
reserves through market factors was more than balanced by 
a reduction in required reserves and by purchases of Govern- 
ment securities by the Federal Reserve System. 

In the week ended Ocober 14 Treasury operations were 
again primarily responsible for further net accruals to mem- 
ber bank free reserve positions. The net expenditures from 
the Treasury's Reserve Bank balances provided nearly 180 
million dollars to the banking system in that week which, along 
with net accretions to the market from increased float and 
foreign account transactions, much more than offset the small 
losses from currency withdrawals and other items. Required 
reserves also declined again in this week, with the result 
that by Wednesday, October 14, member banks held more than 
575 million dollars of free reserves. The largest part of the 
expansion in reserve positions occurred on the last day of the 
week, however, so that daily average free reserves increased 
by a more modest sum, from 232 million to 280 million dollars. 
Furthermore, the distribution of reserves was such that there 
was a rather active demand for Federal funds during the early 
part of the week, especially in New York City, and the rate 
for Federal funds tended to remain close to the discount rate 
until the final day of the week. The heavy supply of free 
reserves on October 14 was further augmented by a substan- 
tial rise in float early in the next statement week, with the 
result that by Friday, October 16, total excess reserves of the 
member banks amounted to more than one billion dollars and 
free reserves to more than 800 million, dollars. Losses of funds 


Table I 


Weekly Changes in Factors Tending to Increase or Decrease 
Member Bank Reserves 


(In millions of dollars; (+) denotes increase, 
(—) decrease in excess reserves) 


Statement weeks ended Four 
weeks 
Factor ended 
Oct. Oct. Oct. Oct. Oct. 
¥ 14 21 28 28 
Operating transactions 
Treasury operations*.............. +121 | +190 | —180 | —126/| + 5 
Federal Reserve float.............. — 79| + 79 | +141 | —227 | — 86 
Currency in circulation. ........... —103 | — 38 | +107 | + 37| + 3 
Gold and foreign account.......... + + 23} — — 10} — 10 
Other deposits, etc................ - 37| - +19| — 6| — 29 
— 71 | +249 | + 36 | —332 | -—118 
Direct Federal Reserve credit transactions 
Government securities 
Direct market purchases or sales..| +113 — — — | +113 
Held under repurchase agreements. —| +15) 15 
iscounts, and advances....| — 48 | — — 11 | + 99] + 30 
+ 5] — 26) +99] +143 
+254] + 10 | —233 | + 25 
Effect of change in required reserves..... + 40/)/ +78} — 71} — 18] + 29 
ans + 34 | +332 | — 61 | —251 | + 54 
Daily average level of discounts...... . 412 495 243 292 361 
Daily average level of excess reserves. . 644 775 958 734 778 


Note: Because of rounding, figures do not necessarily add to totals. 
* Includes changes in Treasury currency and cash. 


to the market which occurred during the balance of the week, 
largely representing the decline of float from its midmonth 
peak, more than canceled the previous additions. But, on 4 
daily average basis, excess reserves totaled nearly 960 million 
dollars and free reserves amounted to 715 million dollars 

Despite the usually heavy end-of-the-month drain of reserve 
funds from the market, the free reserve position built up in 
the preceding week was sufficient to absorb the losses in the 
week ended October 28 without any degree of pressure upon 
the money market. Float fell off by almost 230 million dollars, 
and most of the other factors withdrew smaller amounts of 
reserves. The supply of available reserves changed very little 
during the few remaining days in October, and member banks 
ended the month with more than 200 million dollars of free 
reserves. Federal funds were available in New York City on 
most days in the latter part of the month at rates well below 
the Federal Reserve discount rate and were frequently quoted 
at rates below 1 of 1 per cent. 


TREASURY FINANCING AND THE MARKET FOR 
GOVERNMENT SECURITIES 

Throughout October, the market for Government securities 
maintained the atmosphere of confidence that has been charac: 
teristic of this market for a number of weeks. Easy money 
market conditions and a growing conviction among many 
investors that money would remain easy for some time ahead 
were the primary sources of strength for the Government 
security market. Except at the short end of the maturity struc- 
ture, trading at no time was very active, but the trading that 
did take place in the intermediate and long-term maturities 
was featured by evidence af a tendency on the part of some 
commercial banks and other investors to lengthen average 
portfolio maturities. Thus, during October, investors switching 
for tax advantages frequently bought a longer maturity against 
the sale of a shorter issue, whereas in the first five or six months 
of this year the reverse was more frequently the case. The 
accompanying chart illustrates the influence that easier money 
conditions and greater market confidence has had upon prices 
and yields of United States Government securities. By the end 
of October, prices of most intermediate and long-term issues 
had recovered all of the losses they had sustained in the first 
five months of 1953, and, in many cases, prices were above the 
levels at which they had opened the year. In the short-term 
area, yields on Treasury bills had fallen to the lowest levels in 
three years, and yields on certificates of indebtedness were 
lower than they had been at any time since May 1952. 

For the month as a whole, prices of the intermediate and 
long-term Treasury bonds and notes advanced throughout the 
list. The 34% per cent bonds of 1978-83 recorded the larg: 
est increase, and near the month end this issue was quoted 
slightly above 104, the largest premium yet quoted for the 
issue. With the exception of the 34's, the largest price 
increases during October were made by the 1 per cent note 
issues and the bonds maturing in the 1957-59 range. These 
latter issues displayed strength throughout most of the month 
despite a growing body of opinion that the Treasury might 
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offer an issue in or near this range for its cash financing 
expected late in October. The most important influence adding 
strength to the intermediate area of the market was the grow- 
ing volume of commercial bank demand for these issues result- 
ing from the previously noted desire on the part of banks 
to lengthen security portfolios which had, in many cases, 
tended to shorten during the past year. Some prices in this 
sector of the market receded slightly, however, after the terms 
of the Treasury's new financing operation were announced. 

Price movements in the longer-term area of the market 
were somewhat more irregular than in the intermediate sector. 
After recording substantial price gains early in the month, 
the issues callable in 1959 and beyond were influenced by 
rumors that the Treasury was considering a long-term issue 
for its fall financing, and prices sagged temporarily. Demand 
for the long-term issues had at no time been very broad during 
the period of upward price adjustment over the preceding 
months, and trading activity was generally thin. Consequently, 
the effect of the rumors was to drive even the rather limited 
investment demand that had existed to the side lines until the 
picture was further clarified. During the last two weeks of the 
month, as market opinion crystalized around an intermediate 
rather than a long-term offering, trading activity in the long 
bonds expanded slightly, and prices resumed their upward 
movement. A modest adjustment occurred at the time of the 
cash financing, but there appeared to be more of a tendency 
for the price of the new security to adjust upward to the 
market, rather than the reverse, and by the end of the month 
the new bonds carried a 34-point premium in “when-issued” 
trading. 


Easier money conditions were strikingly reflected in the 
decline of yield levels on short-term Government securities 
| that occurred during October. In the last half of the month, 
yields on three-month Treasury bills fell to about 14 per cent, 


and shorter bills were at times quoted at bid prices equivalent 
Prices and Yields of U. S. Government Securities 
‘er June 1978-83 “joe 
100 + 100 
98 498 
96 2% June 1959-62 
94 94 
92 492 
2Ve Dec. 1967-72 
99+ 
cent Per 
Hypothetical 
2.5 t= year yield 725 
™ 
2.0 Ww NGS 42.0 
Average issue rate 
1.5 91 day bills 5 
J FooOM A M J J A $ ° 
1953 


* Monday, June 1. Other data are for Thursday dates. Final date shown for 
Treasury bills is October 29; all others, October 22. 


FEDERAL RESERVE BANK OF NEW YORK 


163 


to yields of less than 1 per cent. The average discount on 
accepted bids for the Treasury bills dated October 8 was 1.397 
per cent. On the issue dated October 15, the rate rose slightly 
to 1.438 per cent, but it declined again to 1.372 per cent on 
the issue dated October 22, and dropped to 1.220 per cent on 
the issue dated October 29 (after the withdrawal of the 
Savings notes), the lowest average issuing rate for new 
bills since the issue of August 17, 1950. Other short- 
term issues also moved to lower yields (higher prices) in 
October. The August 15, 1954 certificates of indebtedness 
declined in yield by almost 1% of 1 per cent, from 2.00 to 
1.52 per cent, while the September 15 certificates fell from 
an effective yield of 2.04 to 1.63 per cent. Shorter-maturity 
bonds and notes reflected the prevailing rate pattern in the 
short-term market, with the 14@ per cent notes of March 15, 
1954 selling to yield 1.20 per cent at the month end and the 
2 per cent bonds of June 15, 1954 at 1.49 per cent. Over most 
of the past several months, the generally firm tone in the short- 
term area of the market has been provided primarily by cor- 
porate nonbank investors seeking temporary employment of 
tax-reserve and other funds. During October, however, this 
nonbank demand was complemented as the month progressed 
by an expanding commercial bank interest in short-term 
Government securities as seasonal requirements for bank credit 
from private borrowers failed to develop in the volume that 
had been expected. 


MEMBER BANK CREDIT 


Total loans and investments of the weekly reporting mem- 
ber banks increased by 156 million dollars in the four weeks 
ended October 21. Loans decreased by 13 million dollars, while 
security investments increased by 169 million dollars. During 
the comparable four weeks last year, total loans and invest- 
ments of these banks rose by 1.4 billion dollars, made up of 
an increase of 719 million dollars in loans and of 702 million 
dollars in investments. 

Between June 25 and October 22 of last year, commercial, 
industrial, and agricultural loans of the weekly reporting mem- 
ber banks increased by nearly 1,380 million dollars, and these 
loans continued to expand through the balance of the year 
for a total increase in the last half of 1952 of more than 
2.4 billion dollars. Between June 24 of this year and Octo- 
ber 21, the “business” loans of the weekly reporting banks 
have grown by 315 million dollars, slightly less than one 
fourth of last year’s rate of increase. At the same time, the 
“other loans” (largely consumer loans) of the weekly report- 
ing member banks increased by more than 425 million dollars 
from June 25 to October 22 of last year, whereas this year 
these loans have been virtually unchanged. Real estate loans 
grew by about 215 million dollars in this four-month period 
last year and by only 120 million dollars this year. While it 
is still too early to conclude that business and consumer 
credit requirements at the commercial banks this year will be 
only a modest fraction of last year’s volume for the June-to- 
December period as a whole, the lag in the rate at which the 
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customary seasonal credit expansion has progressed has been 
sufficiently persistent to indicate a sharply lower volume of 
demand for such credit. 

There are many possible explanations for the reduced rate 
of business credit expansion thus far this fall. In the first 
place, business inventories expanded at a rapid pace dur- 
ing the last four months of 1952, following the termination 
of the steel strike, and it is likely that inventory expansion this 
fall has been at a much more moderate pace, thus requiring 
a smaller volume of bank credit. Other factors that probably 
have operated to restrict the demand for credit include the 
Mills plan for corporate tax payments and the reported bor- 
rowing this spring, by corporations and others, in anticipation 
of fall credit needs, perhaps partly to help in reducing excess 
profits tax liabilities and as a reflection of the expectation that 
credit would be tight in the fall. The Mills plan, by progres- 
sively enlarging the proportion of corporate income taxes pay- 
able in the first six months of the year, very probably has 
tended to make corporate borrowing less necessary in the last 
half of the year and thus has acted to smooth out the seasonal 
credit pattern. 

The largest part of the difference between the business loan 
expansion this year and last lies in the fact that commodity 
dealers and food, liquor, and tobacco processors have bor- 
rowed much less heavily this year than they did in 1952. From 
the last statement date in June through October 22 last year, 
reported loans to commodity dealers grew by 498 million 
dollars and loans to food, liquor, and tobacco processors by 
505 million dollars, whereas this year the increases have been, 
respectively, only 196 million and 331 million dollars. The 

(In millions of dollars) 


Statement weeks ended Cha 
from 
Item 31, 1952 
Sept. Oct. Oct. Oct. to Oct. 
30 7 14 21 21, 1953 
Assets 
Total loans and investments - 15 +214 -—213 +170 414 
— 237 +469 —137 — 108 825 
Commercial, industrial, and 
agricultural + + 43 + 55 — 89 — 278 
Security loane............ +145 + 37 — 98 —240 — 621 
Real estate loans.......... ~~ §& + 1 + 20 + 7 + 330 
Loans to banks........... —427 +370 —116 +194 + 699 
other loans (largely 
i sdséniteneiee — 28 + 18 + 32 + 20 + 722 
Total investments........... +222 — 255 - 73 +278 —1,239 
U.8. Government securities.| +270 —304 — 40 +269 —1,379 
PE +283 — 220 — 84 +209 —1,941 
Other U. 8. Government 
- 13 — 84 + 44 + 69 + 562 
Other securities........... 48 +49 | — 36 | + 9 | + 140 
Loans net and other securities — 285 +518 | -173 | — 99 + 965 
deposits adjusted...| + 13 +147 +346 +661 —1,405 
Time deposits except 
Government.............. + 67 + 70 +127 + 76 +1,150 
U. 8. Government deposits. ..| +240 -—773 —624 —490 —1,031 
Interbank demand deposits 
— 92 +281 +629 —485 — 856 
+ 48 — 60 - 19 + 35 — 146 
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demand for credit to finance agricultural products is, year by 
year, the most consistent cause of seasonal variations in credit 
demand. Lower prices this year may not only have lowered 
credit needs, but by pushing crops into the support program 
of the Commodity Credit Corporation may have diverted 
the initial carrying of much of the harvest to Government 
channels. 


If, as the above figures would indicate, the lag in the rate 
of increase of business loans at the weekly reporting member 
banks is accounted for, at least in part, by a tendency for 
agricultural commodities to be financed to a larger degree by 
the CCC than has been customary, it might be expected that 
as the year progresses some part of these loans will find their 
way into the portfolios of the larger banks included in the 
weekly reporting series. This prospect arises from the 
fact that the CCC has announced a plan to sell to banks 
“certificates of interest” in the loan paper it holds or 
will acquire on both the 1952 and 1953 crops. The first offer- 
ing of these certificates was made by the CCC on October 14, 
for payment October 28, in the amount of 360 million dollars. 
An undetermined further amount will be offered over the 
months ahead and will have the effect of adding to loan 
volume, especially at banks in the larger cities. Some stimulus 
to bank loan expansion may be expected from the Defense 
Department's plan to restrict the availability of “progress pay- 
ments” to defense contractors and from the Export-Import 
Bank's indicated intention to provide guarantees of loans rather 
than direct advances to loan applicants. 


When classified on the basis of the industry of the bor- 
rowing firms, the growth of business loans at the reporting 
banks since midyear shows a pattern of smaller increase or 
larger decline this year than last in nearly every classification. 
The only exception for the period from June 24 to October 21 
is the public utilities sector, where there has been a net growth 
of almost 50 million dollars this year against a decline in bor- 
rowings of more than 150 million dollars in the comparable 
period of 1952. Not all of the year-to-year differences have 
been significantly large. For example, net new borrowing of 
the textile, trade, and construction sectors has been nearly as 
large this year as last. In other industries, the lag in the rate 
of growth of seasonal borrowing has been quite striking. Sales 
finance companies have repaid more than 210 million of loans, 
net, whereas in the same four-month interval in 1952 they bor- 
rowed more than 60 million dollars on balance. New bank 
credit to the petroleum, coal, and chemical industries has fallen 
more than 100 million dollars behind the 1952 increase, and 
loans to the metals and metal-processing firms have declined 
about 125 million dollars more than in this period a year ago. 
However, as mentioned earlier, the failure of loans related to 
agricultural products to expand at last year's rate (a lag of 
nearly 175 million in loans to firms processing agricultural 
products and of more than 300 million in loans to commodity 
dealers) accounts for the largest part of the year-to-year decline 
in the rate of bank credit expansion. 
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LONG-TERM TRENDS IN BRAZIL’S ECONOMIC DEVELOPMENT 


The years since the beginning of World War II have been 
a period of remarkable growth and far-reaching structural 
changes in the Brazilian economy. Since 1939, the country’s 
production of goods and services has increased by more than 
two thirds, with more than three quarters of the rise occurring 
since the war. Real income has expanded even more than 
output, particularly during 1949 to 1951, because of the strik- 
ing improvement in the country’s terms of foreign trade; by 
mid-1953, it had risen to almost double the prewar level while, 
on a per capita basis, it had increased by about 50 per cent 
despite an increase of more than 30 per cent in the population. 

As in other countries undergoing rapid economic develop- 
ment, the rates of output growth in the various sectors of the 
Brazilian economy have diverged rather sharply, and the 
country’s regions and social groups have shared unequally in 
the rise in real income. Increases in the output of the manu- 
facturing and construction industries, in highway and air 
transportation, and in the production of certain domestic food- 
stuffs have spearheaded the growth in total production. In 
contrast, there has been a lag in export-crop output, little 
progress in the domestic production of fuels, notably petro- 
leum, and increasing bulk-transportation deficiencies. Although 
power production has increased even more rapidly than manu- 
facturing output, it has been unable to match the growth in 
demand due to accelerated industrialization, urbanization, and 
the movement of agricultural production to new areas in 
southwestern Brazil. 

The growth of key sectors of the economy has been accom- 
panied by a severe price, cost, and income inflation. Since 1939 
wholesale prices and the cost of living have risen more than 
fivefold, while the money supply has increased almost ten 
times. Although a continuing expansion of the money supply 
was clearly required for smoothing the transfer of resources 
into the more rapidly expanding sectors of the economy, the 
actual rate of increase has been considerably greater than 
necessary. Moreover, inflation has, as it generally does, led to 
distortions in the pattern of investment, has given rise to seri- 
ous social unrest, and has been a major causal factor in the two 
postwar exchange crises in which Brazil ran up many hundreds 
of millions of dollars of short-term trading debts to foreign 
exporters. 


RAPID INDUSTRIALIZATION AND URBAN GROWTH 


The last thirteen years have been a period of rapid indus- 
trialization and urbanization in Brazil. Industrial development 
has been broadly diversified. The two longest-established basic 
industries, food processing and textiles, have shown the small- 
est relative increases in output, but nevertheless reached pro- 
duction levels in 1951 that were 49 and 75 per cent above 1939. 
The most marked growth has taken place in the iron and 
steel and metal-working industries, the production of which 
tose during the same period by more than 500 per cent; the 
cement industry, which doubled its output; the rubber tire and 


products industry, which expanded ninefold; the chemical, 
pharmaceutical, and vegetable oil industries, which together 
doubled their production; and a whole range of industries 
producing transportation equipment, electrical motors and 
appliances, as well as agricultural-processing machinery, which 
grew to several times their prewar size. 

These striking increases in the output of individual in- 
dustries have raised industrial production as a whole to a level 
two and a half times as great as that of 1939. As a result, 
manufacturing employment rose from 1.4 million to 2.2 
million between 1940 and 1950, industrial labor accounting in 
the latter year for more than 13 per cent of the total labor 
force compared with less than 10 per cent at the beginning of 
the war. At the same time, employment in commerce, trans- 
portation, finance, and real estate grew from 1.3 million to 1.8 
million, while the agricultural labor force registered a much 
smaller relative rise from 9.5 million to 9.9 million. 

Manufacturing industry, construction, and other urban ‘oc- 
cupations have thus attracted the bulk of the increase in the 
labor force. Accordingly, hundreds of thousands of people have 
moved from rural areas into the rapidly growing major cities as 


-well as into many smaller state capitals and other cities in the 


interior. During 1940-50, the city of Sao Paulo increased its 
population from 1.3 million to 2.3 million and Rio de Janeiro 
from 1.6 million to 2.4 million, while the population living in 
towns of more than 5,000 inhabitants rose from 12.9 million 
to 19.2 million. 


VARYING TRENDS IN AGRICULTURE AND MINING 


Agriculture, which still absorbs 58 per cent of the labor 
force, has shown widely varied trends. Agricultural output as 
a whole has failed to keep up with the population growth, but 
this has been mainly due to the slow increase in agricultural 
export crops—notably coffee—a lingering aftermath of the 
overproduction crisis of the thirties. By 1950, food crop pro- 
duction for domestic use was 70 per cent higher than in 1939, 
while export crop production had risen by less than 7 per cent. 

The 70 per cent growth in the volume of domestic food 
crops reflects not only a small growth in the agricultural labor 
force and the almost 50 per cent increase in acreage under 
cultivation but also, for some important crops, pronounced 
improvements in cultivation methods. Notable examples are 
the increased use of fertilizer by the sugar industry, of im- 
proved seed in wheat growing, and of pump irrigation by 
sugar, coffee, and rice producers. In addition, there has been a 
striking increase in mechanized agricultural equipment, the 
number of tractors on Brazilian farms increasing from 6,000 
to over 30,000 in the last five years. As a result of these 
developments there was a 112 per cent growth in the aggre- 
gate production of rice, wheat, and sugar cane during 1940-50, 
contrasting with the relatively smaller increase of 45 per cent 
in the output of basic food crops such as beans, corn, and 
manioc, which are mainly hand cultivated. Nevertheless, agri- 
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cultural productivity on the whole remains relatively low, com- 
mercial production of cereals and other foodstuffs has not kept 
up with the growth of urban and industrial demand, while 
the transportation, distribution, and credit systems serving 
agriculture provide inadequate support for large-scale food 
production designed to cater to urban mass markets. 

The lag in mining development, and particularly in the 
domestic production of petroleum, has been even more serious 
than the slow rate of growth of certain sectors of agriculture. 
In view of the reluctance to encourage or even admit foreign 
participation in the development of the country’s petroleum 
resources, oil exploration and refining have been a governmental 
responsibility since the middle thirties. While notable progress 
has been made with the help of foreign technicians in opening 
up oil fields in the state of Bahia, the entire domestic produc- 
tion of petroleum amounted to only 750,000 barrels in 1952, or 
approximately one week’s domestic consumption. Meanwhile, 
petroleum consumption has grown to more than 414 times the 
1939 level, having risen at an annual rate of almost 20 per cent 
in recent years. 

Brazilian domestic coal production is substantially higher 
than before the war and supplies more than half of the 
country’s coal requirements. However, domestic coal is a 
relatively poor fuel for industrial or transportation use because 
of its high ash and sulphur content. As regards mineral pro- 
duction, iron ore exports have more than quadrupled and 
a large-scale development of manganese for export has been 
started in the Amapa region of northern Brazil. Brazil remains 
an important, even though marginal supplier of some high- 
value minerals such as tungsten, beryl, mica, quartz, titanium, 
and industrial diamonds, but her mineral potential for export 
is still largely untapped. The growth of the domestic manufac- 
turing and construction industries, however, is gradually lead- 
ing to a notable expansion of mining for the domestic market. 


BOTTLENECKS IN TRANSPORTATION AND POWER 

The extraordinary growth in petroleum demand, noted 
above, largely reflects the uneven development of Brazil's 
transportation system. While the work being performed by 
the railroads at present is only some 30 per cent greater 
than before the war and coastal-shipping ton-miles have less 
than doubled, trucks and other commercial vehicles are now 
moving more than three times as much freight and the air- 
lines are carrying 3,000 per cent more passengers and freight. 
Most railroads, ports, and coastal and river shipping companies 
reportedly operate with over-age and inadequately maintained 
equipment, operational methods are generally regarded as 
outdated, and some of the government-owned enterprises are 
apparently overstaffed. The maintenance of low rates for bulk 
freight in the face of continuing inflationary increases in wages 
and other costs, together with ever-increasing trucking compe- 
tition, has adversely affected the financial situation of the rail- 
roads as well as that of the government's coastal shipping com- 
panies. These financial difficulties have stood in the way of 
rehabilitation and expansion of their equipment, with the result 


that in certain key economic areas like the new coffee zones of 
northern Parana, the industrial centers of mineral-rich Minas 
Gerais, the rice-producing areas of Goyaz, and the cattle zones 
of Rio Grande do Sul and Minas Gerais, deficient railroad and 
shipping transportation is impeding production. 

The inability of railroad and shipping services to meet the 
increased demand resulting from industrialization, urbaniza- 
tion, and the movement of agriculture to the southwest has 
been a major reason for the phenomenal rise in trucking, 
which has been greatly aided by the construction of important 
trunk highways linking major cities along virtually the entire 
Atlantic coast and by the constant improvement of the road 
system in highly productive areas, such as the state of Sao 
Paulo. Approximately 26,000 miles of new roads have been 
constructed since 1939, and five times as much highway mile- 
age is paved today as at the end of World War II, although 
it is still very low for a country the size of Brazil. 

Similarly, power production has not expanded rapidly 
enough to match the swift growth in requirements. Although 
the power supply at present is more than 24 times the 1939 
level, this has been possible in many areas only by overloading 
generating equipment; and in the absence of stand-by facilities, 
unseasonal droughts have caused severe hydro-power shortages 
in the major cities and industrial centers. The inability of many 
industrial firms to secure power from the public utilities has 
led to the extensive use of individual Diesel power generators 
by industry itself. This trend, together with the rapid develop- 
ment of highway and air transportation both of which rely on 
imports for most of their fuel and equipment, has tended to 
introduce increasing rigidities into the country’s import pat- 
tern by establishing a growing category of imports that cannot 
easily be curtailed when exchange shortages develop. 


SOME BASIC FACTORS FAVORING ECONOMIC GROWTH 
The rapid increase of output in many sectors of the Brazilian 


economy, and notably in industrial production, is the outcome — 
of a series of basic favorable factors. One is the variety of | 


natural resources available in this country of continental size. 
No less important is the existence of a vigorous group of 
entrepreneurs, particularly in the state of Sao Paulo and other 
parts of southeastern Brazil—a group that has gained steadily 
in importance since the great depression of the 1930's when 
the hold that tropical export crop production had had for so 
long on the wealth and talent of Brazilians was broken. The 
Brazilian entrepreneurs have had the advantage of a sizable 
and constantly expanding market—one large enough to permit 
optimum-size enterprises in many lines of production. 

The structural transformation brought about by the rapid 
industrial growth has been aided by the great sensitivity of 
Brazilian agriculture to changing price and market conditions, 
as well as by the ease with which the country's labor and 
capital move between various regions and sectors of the 
economy. Examples of the price sensitivity of agriculture are 
the speed with which the collapse of the Sao Paulo coffee 
economy in the 1930’s was followed by a switch to cotton 
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growing, with an increase in cotton output of over 300 per 
cent in a few years; the fact that sisal, a product virtually un- 
known in Brazil ten years ago, is now a major cash crop in 
the northeast; and the recent rapid attainment of self- 
sufficiency in jute production. Labor mobility is evidenced by 
the large-scale migration from the northeastern states and 
stagnating sections of Minas Gerais to Rio de Janeiro, Sao 
Paulo, and the new agricultural areas in Parana, Mato Grosso, 
and Goyaz. The ease with which capital moves is reflected 
in the participation of northeastern cacao profits in the Rio de 
Janeiro real estate boom, in the part played by coffee profits 
in Sao Paulo's industrial development, and in the attraction 
of land ventures in the interior for the urban middle class. 


PROTECTION AND INDUSTRIAL GROWTH 


While these structural elements provided the essential 
environment for rapid industrial growth, the latter received 
special impetus from a number of developments, some fortui- 
tous and others deliberate. Certain factors tending to protect 
industry from foreign competition were of special importance. 
During the 1930's exchange depreciation acted as a protective 
device. During the war severe shortages of imported con- 
sumer and capital goods, coupled with export possibilities in 
neighboring markets, created an exceptionally favorable envi- 
ronment for manufacturing ventures. Postwar policy designed 
to consolidate and strengthen the industrial advance already 
achieved has taken the form of highly protective direct import 
restrictions and foreign exchange controls rather than of tariff 
barriers. Moreover, the policy of maintaining until recently an 
exchange rate that was generally regarded as increasingly over- 
valued has encouraged industrial growth by subsidizing, in 
effect, the import of equipment, fuel, raw materials, and semi- 
manufactured products. This combination of protectionism 
and subsidization has doubtlessly been a powerful lever of 
industrial expansion. Yet the question may well be raised 
whether satisfactory progress toward the same objective might 
not have been made by means of alternative policies that 
would have involved fewer distortions of the economy, less 
inflation, a more manageable balance-of-payments situation, 
and a lower cost to the consumer. 

On the positive side, there has been a very marked expan- 
sion of the country’s ability to meet domestically the manu- 
facturing needs of its expanding rural and urban markets, and 
a creation of conditions that permit a more rapid spread of 
modern manufacturing and organizational techniques. Perhaps 
even more significant is the way in which accelerated indus- 
trialization is creating incentives and pressures for improve- 
ments in agricultural methods and for more rapid mining 
expansion for the relatively stable domestic market. On the 
other hand, under these conditions there is no basis for a clear 
appraisal of the price and cost structure of the new industries. 
More particularly, certain light consumer and luxury type 
industries of doubtful long-term value to the economy have 
apparently been promoted, while the exchange system in 
effect until recent weeks tended to impede the marketing of 


certain exports and to discourage the production of some raw 
materials that could be imported at artificially low prices. 


INVESTMENT AND DEVELOPMENT PLANS 

The accelerated growth of output and income since the war 
has reflected in good part the relatively high level of gross 
capital formation, which apparently proceeded at a rate of 
about 15 per cent of the gross national product during 1947 
to 1950, and of almost 20 per cent more recently. Investment 
by the private sector has accounted for more than three fourths 
of total investment in most postwar years, with construction 
representing a large but declining proportion. . 

The high level of capital formation in the postwar period 
has been made possible in large measure by the extraordinary 
improvement in the country’s terms of trade, which has 
enabled it to increase the volume of fuel and capital-goods 
imports to more than twice the prewar level in spite of the 
relatively slow growth in the physical volume of exports. 
During 1952, whea most of Brazil's exports, except coffee, 
encountered marketing difficulties mainly because export prices 
were out of line with world prices, this high level of imports 
could be maintained only at the cost of accumulating very 
heavy short-term obligations to foreign exporters, investors, 
and credit institutions. 

Even though the inflow of private foreign capital since the 
beginning of World War II has been limited, its qualitative 
contribution in the form of know-how and managerial methods 
to the development of many industries has been considerable. 
Export-Import Bank loans and more recently a number of 
loans by the International Bank for Reconstruction and Devel- 
opment have been important in financing power development, 
transportation improvement, and the expansion of basic indus- 
tries, such as steel. 

During the last two years, a Joint Brazil-United States 
Commission for Economic Development worked out in detail 
a program designed to speed up the expansion of the coun- 
try’s electric power facilities and to re-equip as well as reor- 
ganize the most important means of bulk transportation—the 
railroads, ports, and coastal shipping. Lasting improvements 
in power and transportation seem to depend to a marked extent 
on well-coordinated monetary, fiscal, and exchange policies. 
Such policies would, among other things, contribute greatly to 
restoring the profitability of the power and railroad industries, 
whose earning ability has been impaired by inflation. In 
the meantime, it would appear that execution of the commis- 
sion’s program might bring about increases in output many 
times greater than the additional investment effort involved. 
In particular, it would greatly improve distribution methods 
and assist in opening up new agricultural areas and tapping 
mineral resources, thus increasing the export potential. 


INFLATION AND THE BALANCE OF PAYMENTS 
The implementation of this program, as well as of the so- 
called “Salte” plan, drawn up in 1948, has been rendered diffi- 
cult by the severe price and cost inflation and the recurrent 
balance-of-payments crises during recent years. These serious 
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financial problems reflect basically the continued difficulty ex- 
perienced by the various economic, social, and regional interest 
groups in achieving a workable compromise on how to share 
the burden imposed by rapid economic development, with each 
group reluctant to accept the reduced rate of consumption 
growth that is implied in the high rate of investment. Under 
these conditions, external and internal factors have had full play 
in bringing about an accelerated increase in the money supply 
and in prices, costs, and money incomes. The government 
sector, including the federal, state, and municipal govern- 
ments, as well as the autonomous government institutions, 
has shown sizable deficits in every year but one since 1939. 
Bank credit to private business has been allowed to increase 
rapidly, particularly in recent years, and at present stands 
at almost twelve times the 1939 level. The current-account 
surpluses of the balance of payments for the period 1939-46, 
the rise in export and import prices during the war and 
early postwar years, and the increase of more than 80 per 
cent in export prices during 1949-50 (largely reflecting the 
spectacular rise in coffee prices)—all of these contributed to 
the upward movement of prices. 

Available data indicate that, while by 1950 money wages 
had caught up with the rise in the cost of living, they have 
tended to lag behind in 1951 and 1952, resulting in numerous 
strikes and much social unrest. Even though sizable wage 
increases have recently been granted, the standard of living 
of workers in old established industries seems to have declined 
relatively to that of the newer industrial and urban wage- 
earners, as well as of the business groups. 

Inflation has encouraged real estate and inventory speculs- 
tion and, while promoting the growth of consumer goods pro- 
duction, has weakened the basic power and transport sectors 
of the economy. Finally, it has been the single most important 
cause of the excessive pressure for imports and the increasing 
cost of export products. 

Following the period of wartime export surpluses, Brazil 
first overimported in 1947, thereby building up a backlog of 
overdue commercial debts. The use of direct import restric- 
tions, together with the very great improvement in the terms 
of trade that took place in late 1949, enabled the country to 
repay this backlog and to raise its level of imports and other 
foreign exchange payments very substantially in 1950 and early 
1951. The export difficulties of many minor products that had 
tended to become serious by 1950 were alleviated by means 
of compensation deals between importers and exporters. For 
these reasons, the full extent to which the prices of many 
exports exceeded world price levels did not become manifest 
until 1952 and the early part of the present year. The recent 
export crisis has had multiple effects on the balance of pay- 
ments, because it coincided with the heavy imports resulting 
from the deliberate import liberalization embarked upon some 
time after the Korean outbreak. Delays, due to a great reluc- 
tance to adjust the exchange rate and exchange control system 
in such a way as to take account of the increasing disparity 
between price and cost levels in Brazil and abroad, aggra- 


vated the balance-of-payments difficulties. This reluctance, 
which contrasts sharply with past Brazilian readiness to carry 
out exchange rate modifications, has been due mainly to the 
following factors. First, it has been Brazil's historical experi- 
ence that, whenever it devalues its currency, the dollar price 
of coffee tends to fall and stay at the lower level, and it was 
feared that history might repeat itself. Also, the Brazilian 
Government has apparently been reluctant to confer on the 
coffee producers and exporters a new sizable windfall in addi- 
tion to the one they secured during the 1949 doubling of 
coffee prices. Moreover, as might be expected in a rapidly 
industrializing country, the advantages of maintaining artifi- 
cially low prices for imported equipment and raw materials 
have tended to receive more emphasis than the strengthening 
of export incentives. Finally, there was a great deal of appre- 
hension lest exchange depreciation reinforce domestic infla- 
tionary pressures. 

The net result of the delays in readjusting the exchange rate 
and the exchange and trade controls, along with factors that 
have already been analyzed, has been that by mid-1953 the 
country had incurred commercial debts to foreign exporters, 
investors, and banking institutions estimated at perhaps as 
much as one billion dollars, of which roughly half represented 
dollar debts and the rest heavy obligations to the United 
Kingdom, Western Germany, Sweden, Belgium, and other 
European countries. In February 1953 Brazil was granted a 
300 million dollar medium-term loan by the Export-Import 
Bank to help it in eliminating overdue dollar claims, and 
agreements for the settlement of the sterling and German 
mark obligations have recently been announced. 

During the last eighteen months imports have been sharply 
reduced with the help of direct import controls, and since last 
February there have been attempts to foster exports by allow- 
ing exporters to sell part of their exchange earnings in a free 
foreign exchange market. In an attempt to make the distribu- 
tion of imports responsive to market forces rather than to 
administrative controls, to restore export incentives, and to 
reduce the pressure for excessive imports, the Brazilian Gov- 
ernment established in October 1953 a new system of export 
bonuses and flexible import surcharges. In effect, exchange for 
imports, divided into five categories in accordance with the 


degree of essentiality, is now being auctioned off periodically. | 


Moreover, the new system of exchange and import licensing 
is designed to prevent the re-emergence of a backlog of 
commercial debt. 


CONCLUSION 


The rate of growth of the Brazilian economy since 1939 has | 


been truly remarkable. The country's industrial structure and 
many sectors of its agriculture are stronger and more diversified 
today than before World War II. The domestic market has 
expanded considerably and has become more closely integrated, 
and all this has been achieved without lasting injury to the 
export sector of the economy. Unusually favorable world mar- 
ket conditions for coffee, the country’s major exchange earner, 
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have been an important factor in the achievement of high 
levels of investment and income. 

This economic growth has, however, been accompanied by 
rapid inflation, which, while tending to favor high investment 
levels, has given rise to serious social unrest, has led to distor- 
tions in the pattern of investment, and has been a major cause 
of recent serious balance-of-payments difficulties. At the same 
time, it has aggravated the bottlenecks in transportation and 
power, which, together with delays in developing domestic fuel 
resources, threaten to retard continued economic growth. 

The emergence of these problems in a rapidly expanding 
economy is, of course, in no way unusual. Brazil, like many 
other countries in the process of accelerated development, is 
grappling with the difficult and delicate task of devising well- 
coordinated monetary, fiscal, and exchange policies that will 
permit the maintenance of high levels of investment with a 


lesser rate of inflation and reduced pressures on the balance 
of payments. Success in this undertaking depends to a con- 
siderable extent on’ progress in implementing the programs 
designed to improve and expand transportation and power 
facilities and in working out arrangements that would make 
possible more rapid progress in domestic fuel production. 

So far as the country’s current balance-of-payments difficul- 
ties are concerned, it is too early to assess the likely effects of 
the recent readjustments in the exchange and import control 
systems. However, in view of the underlying strength, 
adaptability, and resilience of the Brazilian economy, hope for 
a relatively rapid improvement in the country's trade-and- 
payments position appears warranted, particulariy if recent 
measures designed to restore export incentives and restrain 
import demands go hand in hand with firm anti-inflationary 
fiscal and monetary policies. 


THE ECONOMY OF THE SECOND FEDERAL RESERVE DISTRICT 


Part I—Wuere THe Seconp District Get Its INcomME? 


The area served by the Federal Reserve Bank of New York 
represents one of the greatest concentrations of population, 
income, industrial capacity, and financial resources in the 
entire country. The Second Federal Reserve District is one of 
the smallest of the twelve Federal Reserve Districts in geo- 
graphical area, but in most major indicators of nonagricultural 
economic activity it ranks at or near the top. As shown in the 
accompanying map, this District consists of New York State 
and the portions of New Jersey and Connecticut included in 
or contiguous to the New York City metropolitan area. In 
this area of 52,000 square miles is concentrated a population 
of approximately 20 million persons whose income in 1952 
was over 40 billion dollars. In other words, the Second District 
accounts for less than one fiftieth of the nation’s land area, 
but it accounts for one eighth of the population and nearly 
one sixth of the total income. 

The heart of this District is New York City and its adja- 
cent metropolitan area. Although this area accounts for the 
greatest share of the Second District’s population and income, 
it is by no means characteristic of the District as a whole. 
New York City’s bustling waterfront, crowded garment dis- 
trict, and towering skyscrapers contrast sharply with Upstate 
dairy farms, the sprawling steel mills and other heavy industry 
of the Niagara Frontier, and the forests of the Adirondack 
Mountains. Some of New York City’s suburban counties, led 
by Westchester County (where income per capita was esti- 
mated at $2,679 in 1951), are among the richest in the nation. 
At the other extreme are primarily agricultural counties, such 
as Tioga where the per capita income was $848. Some areas, 
such as Nassau County, are expanding by leaps and bounds; 
in other New York State counties, such as Columbia, Livings- 
ton, and Washington, the population has remained relatively 
stable for the past hundred years. In many other ways, the 


District displays diversity and sharp contrasts. Yet, to a con- 
siderable extent, the diversity of the District's economy is a 
major source of its strength and stability. 


SOURCES OF SECOND DiIsTRICT INCOME 

In 1952, the residents of the Second District received income 
payments! totaling 40.2 billion dollars, as shown in the accom- 
panying table. A little over 70 per cent of this income is 
derived from wages and salaries, a somewhat greater propor- 
tion than in the rest of the country. Property income—rents, 
dividends, interest, and royalties—accounts for 13 per cent of 
the District’s income, while the net income of self-employed 
persons—proprietors, farmers, and professional people—is 
about 10 per cent of the total. Other income payments, includ- 
ing pensions, social insurance, veterans’ benefits, and similar 
payments by government to individuals, make up the remain- 
ing 5 per cent. 

On the whole, the Second District has a highly developed 
economy. Primary industries—agriculture, mining, forestry, 
and fishing—account for an extremely small share of the 
District’s income (little more than 1 per cent of total income 
in 1952). Secondary industries, such as manufacturing and 
construction, are important in this District, but not much 

1 These income payments include all money income received by 
individuals plus some types of nonmonetary income such as the esti- 
mated value of farm products consumed on the farm. Income is 
reported before personal income taxes but social 
have been deducted; in the case of self-em 
taxes and, of course, business expenses have d 
used in this article are based on estimates of eae payments = 
States made by the National Income Division of the U 
of Commerce; unpublished data on income by a. * of payment 
and industrial source, which the National Income nc 
available, have been particularly helpful. Estimates of income pa 


for counties in New York — were made by the New York State State 
Departm ~~ viplinaaraeniears apply to the year 1951 unless other- 
wise 
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Income Payments in the Second Federal Reserve District 
and the United States, 1952 


Ini Second 

Second District ieee District 

Item as per 

Millions | Per cent | Percent} 
of dollars! of total | of total | States 
‘ages and salaries 
174 0.4 1.1 6.1 
96 0.2 1.5 2.6 
OE IE 10,779 | 26.8 24.5 17.2 
Public utilities and transportation. ....... 2,703 6.7 6.6 16.1 
1,622 4.0 2.6 24.4 
,329 8.3 10.0 13.1 
Gross wages and salaries............... 29,333 | 72.9 69.7 16.5 
Deductions for social insurance......... 637 1.6 1.2 20.8 
Net wages and salaries................ 28,697 71.3 68.5 16.4 
Proprietors’ income 

219 0.5 5.4 1.6 
saws saws 18 * 0.1 6.4 
276 0.7 1.2 8.7 
EE SE 96 0.2 0.3 13.4 
16 0.4 0.4 17.7 
1,379 3.4 2.9 18.4 
Net income of proprietors.............. 4,023 10.0 15.2 10.4 
OO 5,323 13.2 10.5 19.9 
Other income payments............... 2,177 5.4 5.8 14.6 
‘Total income payments.............. 40,220 | 100.0 100.0 15.7 


* Less than 0.05 per cent. 
Source: Estimates by the Federal Reserve Bank of New York, based on information 
qeeme by the National Income Division, United States Department of 
more so than in the country as a whole. In distribution, serv- 
ice, and finance, however, the region’s development has been 
outstanding, and these industries account for a substantially 
larger share of income in the Second District than in the rest 
of the nation. Income from property is also much more impor- 
tant here than elsewhere in the United States. 

The Second District’s agricultural income, which was about 
400 million dollars in 1952, would be a substantial one in 
most States. In fact, farm income in New York State alone 
ranked ahead of that in each of 27 other States in 1952. Never- 
theless, other types of income are so great in this District that 
all types of farm income put together were only 1 per cent 
of the total, compared with 7% per cent in the rest of the 
country. Within the District, however, there are a number 
of areas which are heavily dependent on agriculture. Schoharie 
and Orleans Counties in New York derive about a quarter 
of their income from agriculture, while farms furnish about 
a fifth of the income in Wyoming and Yates Counties in New 
York and Hunterdon County in New Jersey. Top ranking in 
dollar volume are Suffolk County, New York (potatoes and 
ducks ) and Monmouth County, New Jersey (eggs and poultry ). 

The Second District is highly industrialized, yet the share 
of total income accounted for by factory payrolls is only 
slightly greater in the Second District (27 per cent) than in 
the country as a whole (244 per cent). New York City is 
the greatest manufacturing center in the country, yet manu- 
facturing wages constituted only 19 per cent of total income 
payments in the City during 1951 because of the even greater 
concentration of trade, finance, and service establishments. 
In the rest of the Second District, manufacturing payrolls 


amounted to 30 per cent of total income and in two counties, 
Schenectady and Niagara, they made up approximately three 
fifths of the total. Several points are worth noting about 
Second District industry. For one thing, it is extremely diversi- 
fied; New York State has 430 different types of manufacturing 
activity out of a total of 453 classified by the U. S. Bureau of 
the Census. In addition, manufacturing in this area, particu- 
larly in New York City, is characterized by a large number of 
small firms; the average factory in this District is only two 
thirds as large as the national average. Finally, although this 
District has been traditionally a nondurable goods manufactur- 
ing area, the importance of durable goods has been growing. 
A large share of the new plant expansion Upstate and in 
Northern New Jersey during the past decade has been in dur- 
able goods industries; in some areas there has actually been 
a shift away from nondurable goods, as in Utica, where 
some textile mills were replaced by electronics and machinery 
industries. Spurred by defense orders and cyclical expansion, 
durable goods industries in mid-1953 employed 53 per cent 
of the factory workers in the Second District, compared with 
46 per cent in 1947-49. (In the rest of the United States, the 
proportion of durable goods workers rose from 56 per cent 
in 1947-49 to 60 per cent in mid-1953.) Nevertheless, the 
small consumer goods manufacturer remains typical of the 
District's economy. 

Trade, service, and finance account for about one third of 
the Second District's income, compared with approximately 
one fourth in the rest of the country. In the portion of the 
District outside the New York City metropolitan area, the 
relative importance of income of employees and proprietors 
from these sources is, on the whole, not very different from 
the national average. But with New York City as the heart 
of a very populous, highly concentrated market, trade and 
service organizations have naturally grown rapidly in this 
area. Not only do New York’s shops and department stores 
cater to large numbers of tourists and commuters as well as 
local patrons, but its theatres and other attractions draw 
visitors from all over the nation. With a large domestic 
market near-by and with the unparalleled facilities of the 
Port of New York to serve import and export trade, New York 
is pre-eminent as a center of wholesale trade. Many other 
trade and service organizations, such as advertising and tele- 
vision, serve nation-wide markets from New York head- 
quarters. On the whole, New York City accounted for 59 per 
cent of the District's trade and service income in 1951 but 
only 36 per cent of its manufacturing payrolls. The Upstate 
New York areas where trade and service tend to be most 
important as a source of income are generally resort counties; 
Sullivan County derived nearly half of its income from this 
source in 1951. 

New York City’s financial district, which serves national 
and international as well as local needs, has kept step with 
the development of the City itself. The existence here of 
large banking institutions, insurance companies, security €x- 
changes, and commodity exchanges has helped to attract many 
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Second District Income by Counties, 1951 
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commercial firms and corporate headquarters to this area, and, 
conversely, the concentration of business here has contributed 
to the growth of the financial institutions. About 414 per cent 
of the District’s income went to employees and proprietors 
of financial, insurance, and real estate firms in 1952, but the 
importance of these institutions to the economy of the District 
and the nation is far greater than that percentage would 
indicate. 

Another important source of Second District income is prop- 
erty income, consisting of dividends, interest, net rents, and 
royalties. This area has in the past been noted for its wealthy 
families, large estates, and high individual incomes; even the 
average incomes are well above the national average. These 
factors help to explain the greater importance of investment 
income in this region. Another influence is the greater pro- 
portion of rental housing in New York City than in other areas; 
the proportion of owner-occupied homes in New York State is 


the lowest in the country. However, the relative importance of 
property income has been shrinking both locally and nation- 
ally; in this District it is now only about half as important 
as it was in 1929, when it accounted for a quarter of total 
income. The stability and contractual nature of most types 
of property income (and rent controls) during a period when 
most other types of income were advancing rapidly have been 
important in this relative decline. Property income in New 
York State increased less than one fourth between 1929 and 
1952, but other types of income were 214 times as great in 
1952 as they were in 1929. 

Governmenr payrolls account for a smaller share of income 
in the Second District than in the rest of the nation, although 
the difference is not so great now as it was during World 
War II, when many important military and naval establish- 
ments were located elsewhere in the country but relatively few 
in the Second District. The Second District also depends 
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somewhat less than other sections of the country on gov- 
ernment transfer payments—pensions, social security, relief, 
unemployment insurance, and veterans’ benefits. 


PER CAPITA INCOME IN THE SECOND DISTRICT 


In 1952, per capita income in the Second District reached 
a new peak of $2,049. However, most of the counties in the 
District averaged less than this, as can be seen from the 
accompanying map. Instead of aggregate income payments 
which reflect the differences in area and population of the 
counties, the map shows the average income per capita in each 
county (aggregate income divided by population). For all but 
one of the past twenty-four years for which data are available 
(and probably much longer), the Second District has enjoyed 
the highest per capita income of any Federal Reserve District. 
(The only exception was the year 1943 when business activity 
lagged here but the Pacific Coast was stimulated by war pro- 
duction, thus pushing the Twelfth District fleetingly into the 
lead.) New York State's per capita income has consistently 
been at or near the top among the States, and New Jersey 
and Connecticut have likewise had per capita incomes well 
above the national averages. The data available for apportion- 
ing State income statistics to the individual counties are 
extremely limited, and the estimates are therefore only rough 
measures. One difficulty is caused by persons living in one 
county and commuting to another one for work. Some rough 
adjustments have been made for the New York City-Northern 
New Jersey metropolitan area and for the Albany-Schenectady- 
Troy area, but in other localities income is reported where 
earned, and population is recorded according to residence. 
While the average incomes of industrial areas may thus be 
overstated somewhat, the error is probably not a substantial one. 

The largest cluster of high-income counties is, as might be 
expected, in the New York City metropolitan area. The other 


medium and high-income counties are mostly those contain- 
ing the belt of industrial communities stretching up the 
Hudson River and across the middle of New York State and 
in the growing industrial areas of the Southern Tier. The 
lower-income areas, for the most part, are primarily agricultural, 


THE RELATIVE STABILITY OF SECOND DistRICT INCOME 


Over the years, the Second District's income has not only 
been high, but also relatively more stable than that of other 
areas of the country. The declines during depressions and 
recessions and the expansions during booms have been less 
extreme in the Second District than in the nation as a whole. 
Several factors account for this relative stability of income. 
First is the large part played in the District's industry by 
apparel and other consumers’ goods and by relatively small 
firms. This has meant less growth at times when the economy 
was stimulated by defense or war production or by heavy 
investment in producers’ capital equipment, but it has also 
meant less readjustment when war production ended or capital 
spending took a cyclical downturn. Another factor is the very 
slight influence of agriculture in the over-all economy of the 
District. The extremely sharp swings in both production and 
prices of farm products have less effect on this District's 
income than on that of any other District. A further stabiliz- 
ing factor has been the greater proportion of property income 
received by residents of this District. Such incomes tend to 
fluctuate much less widely than other forms of income. These 
factors tend to make such declines in activity as may occur less 
severe for the District as a whole than for most other regions 
of the country. Meanwhile, the high degree of industrializa- 
tion of the Second District and the relatively stable structure 
of its economy seem certain to assure this area a per capita 
income ranking among the highest in the nation for many 
years to come. 


DEPARTMENT STORE TRADE 


The influence of unseasonable weather conditions is generally 
held responsible for the failure of October sales at Second 
District department stores to meet the year-earlier figure. 
During the first two full weeks when the weather was about 
the same as last year, sales approximated the year-earlier figures. 
Sales dropped off sharply during the remainder of the month, 
however, as temperatures became unseasonably high. It is esti- 
mated that the dollar volume of sales declined 4 per cent 
below October 1952. 


AVERAGE VALUE PER TRANSACTION AT 
New York Crry DEPARTMENT AND APPAREL STORES 


Within the last year and a half a change in the pattern of 
consumer preferences has become apparent in New York City 
department and apparel stores. Consumers are purchasing 
higher-priced, better-quality merchandise at these stores but 
at the same time are diminishing the number of their pur- 


chases (as well as reducing somewhat the aggregate dollar vol- 
ume of their purchases). 

These undercurrents in consumer demand can be perceived 
by examination of the sales transaction figures which are re- 
ported by a selected group of New York City department and 


Indexes of tment Stove Sales and Stocks 
Federal Reserve District* 


average—100 per cent) 


1953 1952 
Item 
Sept. | August | July Sept. 
Sales (average » unadjusted......... 102 75 75 102 
Sales Soames gaily)» seasonally adjusted. . 98 99 104 98 
Stocks, unadjusted.............0eeeeeees 123 118 107 119r 
Stocks, seasonally adjusted.............. 117 122 121 1l4r 


© and indeme have been syviged to rove coverage by incl 
several additional stores. Revised tabulations i ian sales index from 1948 
the stock index from 1946 to date and the revised seasonal fectoss are a 
upon request from the Domestic Research Division of this Bank. 

r Revised. 


May 
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apparel stores. There are certain limitations to these data; the 
gross transaction figures do not indicate the number of items 
purchased per transaction, and the average value, since it is 
computed by dividing sales (net of returns and allowances) by 
gross transactions, may be somewhat understated. Despite 
these imperfections, variations in the gross number of transac- 
tions suggest underlying changes in the real flow of goods, 
while fluctuations in the average value of each sale (taking 
into account movements in retail prices) indicate whether 
consumers are tending to buy more or less expensive items. 


DEPARTMENT STORES 


In the first half of 1952, as shown in the table at the right, 
New York City department stores experienced a decline below 
the year-earlier levels in both net sales and gross transactions. 
Sales, however, decreased relatively more than transactions be- 
cause of the marked drop in the value of the average purchase. 
Apparently, the reduction in retail activity during this period 
was more directly due to an inclination among consumers to 
buy less expensive items, despite the slightly higher level of 
retail prices, than to a tendency to curtail the actual number 
of their purchases. 


The relative lag in consumer demand for “big ticket” durable 


goods, which had been stimulated abnormally during the first 


half of 1951, may account, in part, for the smaller value of the 
average sales check ($4.76 during January-June 1952, com- 
pared with $5.08 in the same period in 1951). However, the 
better performance of sales in the basement departments rela- 
tive to the main store suggests that consumers were tending 


Department and I Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year 
Stocks 
Ji Feb. h Se 30, 
an. pt. 
Sept. 1983 | Sept 1088 | Bent 1058 | 
Department stores, Second District... .. . 0 +1 +1 +4 
New York—Northeastern New Jersey 
Metropolitan Area................ -1 0 +1 
-4 —2(—1) —2(—1) 0 
Westchester County................ +8 +4 +4 +4 
Northern New Jersey............... +5 +4 +4 +3 
+6 +2 +3 +2 
Fairfield +11 +3 +4 +10 
na. na. na. -- 
Lower Hudson River Valley........... +8 +5 +5 +15 
Upper Hudson River Valley........... + 3 0 0 +10 
-3 -2 —2 +18 
+12 +3 +3 +3 
Central New York State.............. +3 +6 +5 +13 
+7 +5 +5 +14 
a9 Metropolitan Area......... +2 +6 +6 +13 
Northern New York State............. 0 +4 +15 
Southern New York State............. +1 +1 0 +9 
Binghamton Metropolitan Area...... +3 +3 
Western New York State..............| +5 +5 +5 +10 
Buffalo Metropolitan Area +2 +4 +4 +10 
__ Rochester Metropolitan’ Area... +9 +7 +6 +10 
Apparel stores (chiefly New York City)... -5 i) 0 +5 
* The year-to-year comparisons in parentheses exclude the data of a Brooklyn department 
store that closed early in 
na. Not available. 


Gross Transac 


Average Value 
and Consumer 


New York Clty Department 


(Percentage change from preceding year) 


Department stores Apparel stores 
Period Gross | Net Con- | Gross | Net | Average! Con- 
trans- ue per! sumer | trans- | dollar value per! sumer 
actions | sales — prices* | actions | sales | *f@M8- | prices* 
1952 
January-June -3 -9 -7 +4 -2 +3 
-7 —4 +3 —1 +3 +3 0 +1 
August......... —10 —8 2 -1 — 6 — 5 +1 0 
September. . . 0 +4 -3 +9 +3 —6 -4 
October. ....... +1 +2 +1 -3 +8 +8 0 -3 
November...... -8 —10 -12 -2 
December. .... . + 1 +4 +3 -2 +5 +7 -3 
July-December..| — 4 -2 +2 + 2 +1 -1 
J ng 7 3 +5 2 4 +3 2 
February....... -7 -2 -3 +1 -2 
March...... -3 +3 +6 -1 +7 +7 0 =1 
-8 -2 +7 0 6 -4 +2 -1 
-9 —4 +5 -1 -3 -2 +1 -1 
-2 +4 +6 -1 0 +1 +1 -1 
January-June -6 -1 +5 -1 -2 -1 +1 -1 
September.....| —8 | —4 +5 -1 -1 | —-6 | +5 -1 
Sam 8. tse, the aparece war wet of and Ueber 
y. For departmen apparel price index cody oe home- 
furnishings index a weight of 1; for apparel store, only changes i 


also to “trade down” in their purchases of other types of 
merchandise. 


A noticeable change in consumer spending behavior in New 
York City department stores began in July 1952 and continued 
throughout the latter half of 1952 and the first nine months of 
1953. In nearly all of these fifteen months, the value of the 
average transaction has exceeded that of a year earlier, while 
the number of transactions has declined. In actual amount, the 
size of the average sales check increased 10 cents during 
July-December 1952 and 24 cents during January through 
September 1953 in comparison with the year-ago figures. It 
is evident that there have been forces at work which led to a 
shift in the quality and possibly the types and quantity of mer- 
chandise purchased at City department stores. This tendency 
to “trade up” is expressed in the generally more favorable per- 
formance of sales in the main store relative to the basement 
departments during the last fifteen-month period. 


This rise in the average value of consumer purchases does 
not reflect any concurrent rise in retail prices. In fact, as 
measured by the Bureau of Labor Statistics indexes of apparel 
and homefurnishings prices in New York City (see footnote 
to table above), department store prices, in comparison with 
year-earlier levels, averaged 2 per cent less during the latter half 
of 1952 and 1 per cent less during the first nine months of 
1953. (It should be noted that these indexes do not take 
fully into account the effects of temporary price reductions or 
“sales”.) In other words, consumers since July 1952 have been 
able to purchase in general the same quality of goods at a 
lower price than they had paid during the previous year. 

The increase in the average purchase became evident 
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when sales in homefurnishings, the merchandise group with exhibited in department stores during 1952 and through 


the largest average sales check, showed less marked de- 
clines. In ‘comparison with year-earlier figures, sales in 
homefurnishings, which had declined 22 per cent during the 
first half of 1952, fell off only 10 per cent during the latter 
half and 3 per cent from January to September in 1953. How- 
ever, the diminution of the adverse effect of the year-to-year 
lags in these “big ticket” durable goods sales on the average 
value of transactions only partially explains why the value of 
the average sale exceeds that of last year. In other words, the 
adverse effect has lessened to a point where it becomes appar- 
ent that there are forces at work which are leading consumers 
to “trade up”. 


stores also. 


APPAREL STORES 
The year-to-year movements in consumer spending prefer- 


ences in New York City apparel stores were similar to those since June 1952. 


SELECTED ECONOMIC INDICATORS 
United States and Second Federal Reserve District 


September 1953. The underlying inclination among consumers 
to “trade down” during the first six months of 1952 in com- 
parison with the year-earlier period was in evidence in apparel 


The turning point in apparel stores was not so Clearly 
defined in the latter half of 1952, but for each month in 1953 
the value of the average transaction was equal to or exceeded 
the year-ago figures. Moreover, in every month during this 
entire period, with the exception of July and August 1952, 
apparel prices were below year-earlier levels. Thus, although 
the magnitude of increase in the value of the average sale in 
apparel stores was not so great as that in department stores for 
the period as a whole, consumers in both types of stores in 
New York City have indicated an inclination to “trade up” 


Percentage change 
Item Unit 1953 1952 
Latest month | Latest month 
from previous, from year 
September August July September month earlier 
UNITED STATES 
Production and trade 
1935-39 = 100 232p 235 232 228r -1 +2 
1947-49 = 100 161 169 165 145 - 6 +11 
re rr billions of $ 24.9p 25.4 26. 23.7 -2 +5 
billions of $ 46.4p 46.2 45.8 43.2 # + 7 
Manufacturers’ new orders, billions-of $ 22.4p 22.4 24. 24.5 -9 
Manufacturers’ new orders, durable goods*................ billions of $ 9.6p 9.5 11.1 12.3 +1 —22 
ses billions of $ 14.0p 14.2 14.5 13.6 -1 + 3 
Residential construction contracts*....................005 1947-49 = 100 176p 184 175 191 -4 - 8 
Nonresidential construction contracts*.................--- 1947-49 = 100 229p 220 170 218 +4 +5 
Prices, wages, and employment 
Basic commodity pricest................. 1947-49 = 100 88.9 88.8 87.9 5.2 £ -7 
1947-49 = 100 111.0p 110.6 110.9 111.8 -1 
Consumer pricest............. 1947-49 = 100 115.2 115.0 114.7 114.1 +1 
Personal income (annual rate)* billions of $ —_ 287 .Op 287.5 276.4 s +6 
Composite index of wages and salaries*................... 1939 = 100 _ 250p 249 239 - +5 
Nonagricultural employment*...............02eeeseeeeeee thousands 49,136p 49,313 49 ,516r 48 ,406 # +2 
Manufacturing thousands ,930p 17,127 17, 290r 16,412 -1 +3 
Average hours wor per week, manufacturingt........... hours 39.6p 40.5 40.4 41.2r -2 -4 
thousands 1,246 1,240 1,548 1,438 -13 
Banking and finance 
Total investments of all commercial banks................. millions of $ 76,730p 77 ,090p , 560p 75,890 a +1 
Total loans of all commercial millions of $ 66 ,310p ,040p 65, 630p 61,200 +8 
Total demand deposits adjusted................0e5.ee005- millions of $ 97 ,660p 97 ,480p 97 ,390p 96 ,370 © +1 
Currency outside the Treasury and Federal Reserve Banks*.|} millions of $ 30, 267p 30,227 30,225 , 284 a +3 
Bank debits (U. 8S. outside New York City)*............... millions of $ 94,305 91,639 98 , 202 88,170 +3 +7 
Velocity of demand deposits (U.S. outside New York City)* ..| 1947-49= 100 na. n.a. n.a. n.a. — _— 
Consumer instalment credit outstandingt.................. millions of $ 21,174 21,058 20,854 17,047 +i +24 
United States Government finance (other than borrowing) me 
millions of $ 6,373p 5,526 3,615 6,898 +15 -8 
millions of $ 6,284p 6,720 ,001 6 ,066 6 +4 
National defense expenditures.................0000eceeeee millions of $ 4,222p 3,926 4,5llr 4,394r +8 -4 
SECOND FEDERAL RESERVE DISTRICT 
Electric power output (New York and New Jersey)*.......... 1947-49 = 100 136 142 142 131 -4 +4 
Residential construction 1947-49 = 100 153p 160 171 -4 -9 
Nonresidential construction contracts*.............6...00008 1947-49 = 100 — 225p 154 +10 +59 
1947-49 = 100 113.2 112.7 112.1 112.4 # +1 
thousands 7,624.3p 7,677.3 7,547.5r -1 +1 
thousands 2,738.7p 2,795.0 2,835.8 2,728.0r -2 # 
Bank debits (New York City)*..........ccccccccscssscesees millions of $ ,391 51,142 52,856 52,267 +14 +12 
Bank debits (Second District excluding New York City)*..... millions of $ 4,351 4,131 4,714 3,960 + 5 +10 
Velocity of demand deposits (New York City)*.............. 1947-49 = 100 n.a. n.a. n.a. n.a a _ 


~ Note: Latest data available as of noon, October 30, 1953. 


* Adjusted for seasonal variation. 
+ Seasonal variations believed to be minor; no adjustment made. 
# Change of less than than 0.5 per cent. 


p Preliminary. 
r Revised. 
n.a. Not available. Series in process of revision. 


Source: A description of these series and their sources is available from the Domestic Research Division, Federal Reserve Bank of New York, on request. 
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NATIONAL SUMMARY OF BUSINESS CONDITIONS 
(Summarized by the Board of Governors of the Federal Reserve System, October 30, 1953) 


Industrial activity and retail sales in September and October 
were somewhat below earlier advanced levels. Wholesale com- 
modity prices generally continued to show little change. Total 
loans and investments at banks contracted from mid-September 
to mid-October, and yields on securities declined sharply. 


INDUSTRIAL PRODUCTION 


The Board’s preliminary index of industrial production in 
September was 232 per cent of the 1935-39 average, down 
1 per cent from August. The reduction in output of about 
3 per cent from the unusually high level maintained during 
the first half of the year reflected partly efforts to limit inven- 
tories. The total index is expected to change little in October, 
with increases in output of steel and autos largely offsetting 
further reductions in petroleum and some other products. 

Output of durable goods declined moderately in September, 
reflecting further decreases in autos, farm machinery, some 
items of industrial equipment, and reduced output of steel. 
Steel mill operations, however, turned up at the end of the 
month, and in October have been scheduled at an average rate 
of about 95 per cent of capacity. Auto output also expanded 
somewhat in October, while truck production was sharply 
curtailed late in the month, owing partly to model change- 
overs. Over-all production of major household goods decreased 
slightly in September with furniture and appliances declining 
somewhat further and television sets strengthening seasonally. 

Nondurable goods production declined slightly in Septem- 
ber, as activity was reduced in the rayon and wool industries 
and operations were curtailed somewhat at petroleum refineries. 
Output of paperboard continued at capacity levels through 
mid-October. Activity in the cotton textile industry and in most 
other nondurable goods industries in September held steady 
at August levels. 


INDUSTRIAL PRODUCTION 


Minerals production also was maintained in September. 
Fuel output changed little with a small cutback in crude petro- 
leum offset by an increase in coal mining. In early October, 
crude output was curtailed further to a level about 4 per cent 
below that of late August and early September and produc- 
tion of coal was also reduced somewhat. 


CONSTRUCTION 

Value of construction awards increased substantially in 
September to about the July level, reflecting chiefly large 
awards in connection with a new atomic energy project. Out- 
lays for new construction put in place continued high, with 
advances in private business construction and public construc- 
tion offsetting a further slight decrease in residential building. 
The number of housing units started declined further in 
September to 92,000, compared with 94,000 in August and 
101,000 in September 1952. 


EMPLOYMENT 
Employment in nonagricultural establishments was main- 
tained at near-record levels in September, a time when a sea- 
sonal expansion usually occurs. In reports for mid-September, 
which included the Labor Day holiday for many establish- 
ments, the factory work week was down almost one hour, to 
3914. Unemployment in September continued at a low level. 


DISTRIBUTION 
Seasonally adjusted sales at department stores decreased fur- 
ther in September, partly reflecting unusually warm weather, 
but showed some rise in the first half of October. Saies of new 
and used cars remained very active for this season of the year. 
Preliminary indications are that the seasonally adjusted index 
of department store stocks declined slightly in September. 


CONTRACTS AWARDED 


Per Cont, Physical Volume, Seasonally Adjusted. 350 Millions " I 
7 4 
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Federal Reserve index. Monthly figures, latest shown are for September. 


F. W. Dodge Corporation data for 37 Eastern States. Monthly figures, latest 
shown are for September. 


y 
3 
d 
a 
h 
n 
n 
SY CONSTRUCTION 


176 MONTHLY REVIEW, NOVEMBER 1953 


COMMODITY PRICES 

The average level of wholesale commodity prices declined 
slightly from mid-September through October, reflecting partly 
seasonal reductions in prices of livestock and meat. Corn fell 
about 15 per cent during this period of crop harvest, but 
wheat advanced to the highest levels since early May. Average 
prices of industrial commodities changed little. Steel scrap 
declined further in early October but subsequently advanced, 
and nonferrous metals generally strengthened. Hides, rubber, 
and lumber declined. Tire prices were raised, while gasoline 
prices were reduced in some areas. 

The consumer price index rose slightly further in September, 
reflecting increases in most groups of goods and services other 
than foods. 

BANK CREDIT AND RESERVES 

Total loans and investments at banks in leading cities de- 
clined from mid-September to mid-October, reflecting both 
a continued reduction in holdings of U. S. Government securi- 
ties and a decline in loans. All major categories of loans and 
investments except real estate loans declined. There was a 


COMMERCIAL LOANS 


SELECTED INDUSTRIES 
CUMULATIVE CHANGE 
FROM JUNE 195) 


2.4 


TOTAL OUTSTANDING 
424 } 


FOODS and 


METALS 
ACOMMODITY, 1.6 
/ DEALERS 


* includes edditionel benks 


195) 1952 1953 1951 1952 1953 


Data for selected industries orted by over 200 of the largest member banks. 
Metals, etc., includes mechinery and transportation equipment. Foods and 
commodity dealers include liquor and tobacco. Petroleum, etc., includes 
coal, chemical, and rubber products. Wednesday figures, latest shown 
are for October 14. 


contraction in business loans of 95 million dollars, compared 
with an increase of over 500 million in the corresponding 
four-week period last year. Interest rates on business loans 
made in the first fifteen days of September by banks in nine- 
teen centers averaged 334 per cent, about the same as in early 
June. 

Bank reserve positions continued easy during the first three 
weeks of October. Reserve funds were supplied through 
Federal Reserve purchases of Treasury bills in the first week 
of October, as well as an increase in float, and a decline in 
Treasury deposits at Federal Reserve Banks. Excess reserves 
of member banks averaged 800 million dollars, while borrow- 
ing from the Federal Reserve averaged under 400 million. 


SECURITY MARKETS 
Yields on Treasury and other high-grade bonds declined 
sharply in October. Short-term yields also declined, and the 
yield on new three-month Treasury bills was 1.22 per cent in 
late October, compared with 1.63 per cent at the end of 
September. 


MONEY RATES 
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Figures except for Federal Reserve discount rate are monthly avera; 
yields. Aaa bonds, Moody's Investors Service; 
ment long-term (excludes 3% per cent bonds issued Ma 
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